
"X ERe I' E

.1
EXERCISE 7.1

What Are
All These Deductions
from My Paychecb?

It'sexciting to receive your first paychecb. But for many young people, that first
rush of excitement soon yields to disappointment. They quicbly realize the
money they earned is not the same as the money they received. Uncle Sam and a

lot of others have taben a bite out of that paychecb.

CROSS PAY

Gross pay is the total amount of money earned before any deductions are made. For example,
many employees are paid at an hourly rate. In the case of an hourly employee, the record of
hours worked is multiplied by the employee's hourly rate of pay. This results in the employee's
gross pay.

40 hours x $7.00 an hour = $280.00
Gross pay = $280.00

Similar calculations are made to determine the gross pay of employees who receive a monthly or
annual salary.

NET PAY
The amount left after all deductions are taken out of the gross pay is the net pay. This is the actu-
al amount of an employee's paycheck. Net pay is often called take-home pay because it is the
amount of money an employee actually receives on payday.

•···········•··•····•····••••···••·····••···

Gross pay
- Deductions

= Net pay
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THEME 2 EARNING INCOME

••••••••••••••••••••••••••••••••••••••••

REQUIRED DEDUCTIONS
Federal income tax, state income tax, local taxes, and FICA are among the required deduc-
tions taken from an employee's paycheck. FICA is the abbreviation for Federal Insurance
Contributions Act. FICAprovides for a federal system of old-age, survivors, disability, and
health-care insurance. The old-age, survivors, and disability portion is paid by the Social
Security tax. The health-care insurance portion is paid by the Medicare tax.

The actual amount deducted from a paycheck for federal, state, and income taxes is deter-
mined by reference to tax tables provided by the various levels of government. Employers
use the information provided by the tax tables and combine it with information from
employees to determine how much to take out of an employee's paycheck. Employees com-
plete the W-4 Form-Employee's Withholding Allowance Certificate-when they are hired.
This form tells the employer the number of allowances the employee wishes to claim. For
example, an employee is able to claim allowances for himself or herself, a spouse, and chil-
dren under 21 years of age whom the employee supports. The more allowances an
employee claims, the less money withheld from the employee's paycheck.

Federal income tax

Funds services provided by the federalEmployee
government, such as defense, human services, and the monitoring and regulation of trade.State income tax

Funds services provided by stateEmployee
government, such as roads, safety, and health. (Not all states levy an income tax.)Local income tax

Funds services provided by the city orEmployee
other local government, such as schools, police, and fire protection. (Not all areaslevy an income tax.)FICA:Social Security tax

Provides for old-age, survivors, and disabilityEmployee and employer
insurance. FICA:Medicare tax

Provides for certain health care insurance.Employee and employer

42
Financial Fitnessfor Life: Bringing Home the Gold Student Wor\:louts, ©Council for Economic Education

PVC
Text Box

PVC
Text Box



EXERCISE 7.1

OTHER DEDUCTIONS

In addition to required deductions, employers may take money directly out of employee pay-
checks to pay for various employee benefits. Benefits vary by industry, by business, and by the
status of the employee in the firm. Benefits may include such things as life insurance, disability
insurance, medical insurance, dental insurance, retirement savings plan, and profit-sharing.

Life insurance

Long-term disability
insurance

Medical insurance

Dental insurance

Retirement savings plan

Charity

Pays a beneficiary in the event that an
employee dies.

Provides benefits in the event that an
employee is completely disabled.

Employee and family insurance coverage for
medical care expenses, including
hospitalization, physician services, surgery,
and major medical expenses.

Employee and family insurance coverage for
dental care expenses, including preventive,
diagnostic, basic, major, and orthodontic
services.

A tax-deferred savings plan for retirement.

A donation to a specific charity

Employer or employee,
or shared

Employer or employee,
or shared

Employer or employee,
or shared

Employer or employee,
or shared

Employer or employee
(Employer may match
percentage.)

Employee (Employer may
match a percentage of
employee contribution.)

*Whether or not these benefits are offered, and who will fund them, varies by the employer.
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THE M E 2

.1. ERe., •

. 1

EARNING INCOME

Continued

5. Name three other deductions.

2. What is net pay?

J. Is your paychecb the total of the number of hours worbed times
the rate of pay?

4. Name three mandatory deductions.

·····························•···•
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EXERCISE 7.2

Calculating
a Paychecb #1

Imagine that you are a new employee

at Foo Foo Courmet Coffee Shop.

Foo Foo pays its employees each week. You
have claimed one allowance on your W-4 form.
You are single. You work 40 hours per week at
$4088.00 per 8hour. Even as a beginningemployee,

you can contribute up to $20 each week to a
401k retirement plan. Use the background
information and the tax tables 7.1 and 7.2 and
information on the form below to calculate
your net pay.

mployee's name: _

Pay period o Weekly o Bimonthly o Monthly

Number of allowances __ (0 or more) o Single o Married

·································································

GROSS PAY

1. Regular wages: __ Hours at per hour ::

2. Regular salary _

Gross Pay = _

REQUIRED DEDUCTIONS

3. Federal Income Tax (see U.S. tax table)

4. State Income Tax (see state tax table)

5. FICA:Social Security Tax (use 6.20% x gross pay)

6. FICA:Medicare Tax (use 1.45% x gross pay)

OTHER DEDUCTIONS

7. Medical insurance

8. Disability insurance

9. Retirement (401k)

10. Credit union

11. Union dues

Total Deductions (total lines 3 through 11)

Net Pay (subtract total deductions from the gross pay)
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THE M E 2 EARNING INCOME

Calculating
a Paychecb #2

Imagine that you are a new assistant

manager at Foo Foo Gourmet CoHee Shop.

Foo Foo pays its employees each week. You
have claimed zero allowances on your W-4
form. You are single. You work 40 hours per
week at $9.00 per hour. As an assistant

manager, you can contribute up to $30 each
week to a 401k retirement plan and pay $15 a
week for health insurance. Use this back-
ground information, information on the form
below, and the tax tables in Table 7.1 and 7.2
to calculate your net pay.

Employee's name: _

Pay period o Weekly o Bimonthly o Monthly

Number of allowances __ (0 or more)

GROSS PAY

o Single o Married

46

1. Regular wages: __ Hours at per hour =

2. Regular salary _

Gross Pay = _

REQUIRED DEDUCTIONS

3. Federal Income Tax (see U.S. tax table)

4. State Income Tax (see state tax table)

5. FICA:Social Security Tax (use 6.20% x gross pay)

6. FICA:Medicare Tax (use 1.45% x gross pay)

OTHER DEDUCTIONS

7. Medical insurance

8. Disability insurance

9. Retirement (401k)

10. Credit union

11. Union dues

Total Deductions (total lines 3 through 11)

Net Pay (subtract total deductions from the gross pay)
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TABLE

Federal Tax Table
Single Persons/WeeRly Payroll Period

TABLE 7 . 1

And the wages are - And the number of withholding allowances claimed is -}if!;

But less

a12345678910
At least than The amount of income tax to be withheld is -

$0

$55 aaaaaaaaaaa
55

601aaaaaaaaaa
60

652aaaaaaaaaa
65

702aaaaaaaaaa
70

753aaaaaaaaaa

75

804aaaaaaaaaa
80

855aaaaaaaaaa
85

905aaaaaaaaaa
90

956aaaaaaaaaa
95

100 7aaaaaaaaaa

100

1058aaaaaaaaaa
105

1108aaa0a0aaaa
110

11591aaaa0aaaa
115

120102aaaaaaaaa
120

125112aaaaaaaaa

125

130113a0aaaaaa0
130

135124a0aaa0aaa
135

140135aaaaaaaaa
140

145145aaaaaaaaa
145

150146aaaaaaaaa

150

155157a0aaaaaaa
155

160168aaaaaa0aa
160

165178a0aaaaa0a
165

1701791aaa0aa0a
170

17518102a0a0a0aa

175

180191120aaaaa0a
180

18520113aaaaaa0a
'Ii185

19020124aaaaaaaa
190

195211350aaaaa0a
195

200221450aaaaaa0,.

200

210231560aaaaaa0
210

22025168a0a0a0aa
220

230261891aaaa0aa
230

2402819113aaaaaaa
240

2502921124aaaaaaa

250

26031221460aaaaaa
260

270322415700a0aaa
270

2803425179aaaaaaa
280

290352718102a00aaa
290

300372820123aaa0aa

300

310383021135aaaaaa
310

320403123156aaaaaa
320

330413324168aaaaa0
330

3404334261891aaaaa
340

35044362719112aaaaa

350

36046372921124aaaaa
360

37047393022145aa0aa
370

38049403224157aa0aa
380

39050423325178aaaaa
390

4005243352718101aaaa

400

4105345362820113a00a
410

4205546383021134aaaa
420

4305648393123146a0aa
430

4405849413324167aaaa
440

45059514234261791aaa

450

460615244362719102aaa
460

470625445372920124a0a
470

480645547393022135aaa
480

4906557484032231570aa
490

500675850423325168aaa

500

51068605143352618101aa
510

52070615345362819113aa
520

53071635446382921134aa
530

54073645648393122146aa
540

55074665749413224167a0

550

56076675951423425179aa
560

5707969605244352719102a
570

5808270625445372820123a
580

5908472635547383022135a
590

6008773655748403123156a
"
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HEM E 2 EARNING INCOME

TABLE

State Tax Table
(Exomple)*

And the wages are - And the number of withholding allowances claimed is -

But less

012345678910
At least than The amount of Wisconsin income tax to be withheld shall be -

$

0 $75 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
75

80.10
80

85.30 rr'··

85
90.50.20

90
95.80.40.10

95
1001.00.60.30

100
1051.20.90.50.20

105
1101.50110.70.40

110
1151.701.301.00.60.30

115
1201.901.601.20.90.50.10

120
1252.101.801.401.10.70.40

125
1302.402.001.701.301.00.60.30

130
1352.602.301.901.501.20.80.50.10

135
1402.802.502.101.801.401.10.70.40

140
1453.102.702.402.001.701.30.90.60.20

145
1503.302.902.602.201.901.501.20.80.50.10

150
1553.503.202.802.502.101.801.401.00.70.30

155
1603.803.403.002.702.302.001.601.30.90.60.20

160
1654.003.603.302.902.602.201.901.501.20.80.40

165
1704.203.903.503.202.802.402.101.701.401.00.70

170
1754.404.103.703.403.002.702.302.001.601.30.90

175
1804.704.304.003.603.302.902.602.201.801.501.00

180
1854.904.604.203.803.503.102.802.402.101.701.40

185
1905.104.804.404.103.703.403.002.702.302.001.60

190
1955.405.004.704.304.003.603.202.902.502.201.80

195
2005.605.204.904.504.203.803.503.102.802.402.10

200
2055.805.505.104.804.404.103.703.303.002.602.30

205
2106.105.705.405.004.704.304.003.603.202.902.50

210
2156.306.005.605.304.904.604.203.903.503.102.80

215
2206.606.205.905.505.204.804.504.103.803.403.10

220
2256.806.506.105.805.405.104.704.404.003.703.30

225
2307.106.806.406.005.705.305.004.604.303.903.60

230
2357.507.006.706.305.905.605.204.904.504.203.80

235
2407.807.306.906.606.205.905.505.104.804.404.10

240
2458.107.707.206.806.506.105.804.505.004.704.30

245
2508.508.007.507.106.706.406.005.705.305.004.60

250
2558.808.407.907.407.006.606.305.905.605.204.90

255
2609.208.708.207.807.306.906.506.205.805.505.10

260
2659.509.008.608.107.607.206.806.406.105.705.40

265
2709.909.408.908.408.007.507.006.706.306.005.60

270
27510.209.709.308.808.307.807.406.906.606.205.90

275
28010.6010.109.609.108.708.207.707.206.906.506.10

280
28510.9010.409.909.509.008.508.107.607.106.806.40

285
29011.2010.8010.309.809.308.908.407.907.507.006.70

290
29511.6011.1010.6010.209.709.208.708.307.807.306.90

295
30011.9011.5011.0010.5010.009.609.108.608.107.707.20

300
30512.3011.8011.3010.9010.409.909.409.008.508.007.50

305
31012.6012.1011.7011.2010.7010.309.809.308.808.407.90

310
31513.0012.5012.0011.5011.1010.6010.109.609.208.708.20

315
32013.3012.8012.4011.9011.4010.9010.5010.009.509.008.60

320
32513.7013.2012.7012.2011.8011.3010.8010.309.909.408.90

325
33014.0013.5013.0012.6012.1011.6011.2010.7010.209.709.30

330
33514.3013.9013.4012.9012.4012.0011.5011.0010.6010.109.60

335
34014.7014.2013.7013.3012.8012.3011.8011.4010.9010.4010.00

340
34515.0014.6014.1013.6013.1012.7012.2011.7011.2010.8010.30

345
35015.4014.9014.4014.0013.5013.0012.5012.1011.6011.1010.60

350
35515.7015.2014.8014.3013.8013.4012.9012.4011.9011.5011.00

355
36016.1015.6015.1014.6014.2013.7013.2012.7012.3011.8011.30

360
36516.4015.9015.5015.0014.5014.0013.6013.1012.6012.1011.70

365
37016.8016.3015.8015.3014.9014.4013.9013.4013.0012.5012.00

370
37517.1016.6016.1015.7015.2014.7014.3013.8013.3012.8012.40

375
38017.5017.0016.5016.0015.5015.1014.6014.1013.7013.2012.70

380
38517.9017.4016.9016.4015.9015.4014.9014.5014.0013.5013.10

385
39018.2017.7017.2016.7016.2015.8015.3014.8014.3013.9013.40

390
39518.6018.1017.6017.1016.6016 .. 1015.6015.2014.7014.2013.70

* Taken from Wisconsin Tax Tables.
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